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VIA ELECTRONIC FILING

Ms. Marlene H. Dortch

Secretary

Federal Communications Commission
445 12" Street, SW

Washington D.C. 20554

RE: Ex Parte Presentation; CC Docket No. 96-45

Dear Ms. Dorich:

On Thursday, February 18, 2005, Dan Schulman, Chief Executive Officer of
Virgin Mobile USA, LLC ("Virgin Mobile"), Peter Lurie, General Counsel of Virgin
Mobile, Antoinette C. Bush of Skadden, Arps, Slate, Meagher & Flom LLP, and
John Beahn of Skadden Arps met with Chairman Michael K. Powell and Legal
Advisor Sheryl J. Wilkerson to discuss Universal Service Fund ("USF") issues. The
parties at this meeting discussed the USF issues described in the attached
presentation.

Pursuant to Section 1.1206 of the Commission's rules, a copy of this letter,
along with the materials distributed at the meeting, is being filed via ECFS with your
office.
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Ms. Marlene Dortch

February 18, 2005
Page 2
Should you have any questions, please do not hesitate to contact the
undersigned.
Sincerely,
/s/ Antoinette C. Bush
Antoinette C. Bush
John M. Beahn
Counsel to Virgin Mobile USA, LLC
Attachment

cc: Sheryl Wilkerson

542623-D.C. Server 2A- MSW

T || | IR



mooN T >._m_..._n_0"_ |
w Eou m:o_umu_::EEou jeJapod

‘unpd » 3noym Iay

SODIAIDS

mmm_mL_>> JOo uone|nbay
91L1S pue W.Jojoy
DIIAIDS |BSJIDAIUN




o ______ - ® Billing, customer care, handset graphic interface, and web5|te

| ”"Introductlon to Virgin Mob|le USA (VMU)

_iJolnt venture between Sprint and Sir Richard Branson S Vlrgm Group
3 million customers in just 2.5 years of operations. AR |
: 'Operates on Sprint’s nationwide CDMA network.

-Pay as you go: No Iong -term contracts

services. T

®  Diverse: A disproportionate amount of VMU customers are non whlte
| ) (Afrlcan Amerlcan Latino, etc. ) _

0 Vlrgm Moblle develops and maintains the enture customer i
expenence L Eas

. “Content and applications (VirginXtras and VirginXL): rlngtones, games
. comedy, entertamment information. L Sl




Int

]:' Serv1ce Features/VaIue Proposition
| 0 Pay as you go (prepaid) service.

1 e No long-term contracts or monthly bills.
. : _0_' No credit checks

“Grab and go” product

0 AII mcl-usnve pricing (25-10-10).
| o No extra charges for regulatory fees,
L2 Postbmd carrlers pass through ail
~ fees and benefit by havmg increased

4 FIexnble payment
e . 4 Prepa|d cards purchased
- e @ Handset

RN o Internet

. . e Customers only charged for minutes they want

Py A% You Go .
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* Penetration Rate -

:...,;FactsAbout the Prepa|d Market"

Most wireless operators focus on high-income subscrlbers because

subscription to wireless services is highly-dependant on mc_qme_leve_l-_:'_ S

90%

50% -

40%

Total Population

80% A

70% -

60% -

85%

3%

<$25K $25K-$35K $35K-$50K $50K-$75K >$75K
Income Level

l—o—TotaI Population |

i_'-:Many prepald customers are lower-usage, Iower-lncome consumers P
Lower-income consumers receive advantages from prepaid serwce

~Access to mobile services; Value for their money, and Access to

| emergency services on wnreless devices. Y L

 Prepaid services have expanded the availability of wnreless servaces to

| _'_customers not otherwise able to access wireless servnce (TR T




1.

s V|rg|n Moblle supports USF reform to decrease USF
contribution obligations from all carriers whlle preservmg

E the vuabmty of the USF. ey 5

. Expand USF contribution base. e -
~® Limit growth of High-Cost support mechanlsms
e Ellminate USF waste and fraud. | -
. f o V|rg|n Mobile favors retention of existing revenue based
~ USF contribution methodologies. B
o Connectlon based USF reform proposals would constltute a _________
‘regressive regime disproportionately harming Iowei 1:ncome
) prepa:d customers o S




USF Overview (cont'd) | '

e Contnbutlon Base

| 0 The current pool of contributors cannot satisfy the lncreasmg

. - demands placed on the USF. Large classes of carrlers are exempt
- S '_ from USF contribution obligations. Ll e
o : 9 Ellmlnate exemption for VOIP (Wireline and Cable) serVIces A A
4 ‘As VOIP usage grows, USF contribution base decreases | ﬁ P
accordlngly, requiring increased contrlbutlons from exi 'tr—ng
S contrlbutors to cover shortfall. S
- :* g 0 VOIP revenue will increase while trad|t|onal

R telecommumcatlons providers face a concomltant dechne
| __57-0 ngh Cost Support subsidizes costs for rural carriers

. The dramatic increase in High-Cost support payment-s-(-u-p 44% smce """"
2000) is primarily responsible for the overall mcrease in USF i
contrlbutlon obllgatlons :

I




III. .-;-USF"'Overwew (cont’d)

| O ngh Cost Support (cont’d)

- o rE Level playing field for all carriers by adoptmg “forward Iookmg”'_;i._ R
| R cost methodologies. (Smaller carriers currently permltted to =
SRRRNLE S ~recover higher, “historic” costs). S e

0 Restrlct Eligible Telecommunications Carrlers (ETCs) to one per_;_;: o j;_.

ma rket

”® Waste and Fraud
o o The FCC must limit the waste assocrated with the USF

o The FCC Inspector General’s Sept. 30, 2004 report__ o' S e
Congress indicated that 36% of total USF/E Rate

I

B . Increase the resources dedicated to detecting and punlshmg USF | :'ff
R fraud oY T




IV ffect of USF Obligations on Lower
| Income, Lower-Usage Customers

o Unhke Iocal telecommunications services, demand for L
:a'.{;:-___;W|reless servuces especially prepaid services, is hlghly

- _'Q'fLower mcome prepaid customers are partlcularl;jf;\.f' sensmve -
~to the adverse impact of higher USF contribution
‘obligations. R
® Increased USF contribution rates might cause Iower mcome
o prepald customers to drop their wireless phone serv{”‘ L
altogether (Many VMU customers are new to wireles
.;;;,.,5_-f7-Regulatory policies should spur increased wireless usage
~ rates among lower-income consumers to dr|ve overael?lfjjf
: *W|reless penetratlon higher. B R

I

Ll




I

Effect of USF Obllgatlons on V"'gl'n_,_
MOblle S

o A shrmkmgcontrlbutlon base, the explosive growth |n ngh--_'f .

Cost def?_;_@éfza,nd and waste and fraud have caused USF

busmess models especially prepaid wireless serwces e

o Vlrgm Mobile does not pass-through regulatory fees and taxes
to customers. As a result, Virgin Mobile must bunld regul_atory;f_‘ :
fees and taxes into its cost structure.

. In contrast postpaid wireless carriers pass throu;gf”:USF fees
| o The burden of increased USF contributions on postpald 'rca-rr_lers

o therefore is partially offset by the correspondlng mcreaseflh
. revenue. | |

: - 0 USF obllgatlons impair the range of pay as you go W|reless
sl serwce for the lower-income customers it was de5|gnec! m




o 'VEL-"5"_“:_.CO:I1I‘IEC'|'.IOI1 Based Solutlons Adverse’ly
| Affect Prepaid Providers o

@ ‘Lower-income, prepaid customers would pay a
I o dlsproportlonate amount to USF if $1/month/conn
T |mposed
e e Hypothetlcal postpaid subscriber with $58 ARPU

| @ $1 fee = 1.7% of monthly bill,

g Hypothetlcal prepaid customer with $28 ARPU L
- @ $1 fee = 3.6% of monthly bill. SRR
0 Connectlon based proposals would require Iower—m_come s L
prepald customers to pay into the USF - even |f the‘“’* had no
mterstate usaqe in a given month. 5 o

fees to customers

® A connection-based approach would be a regresswe tax |

| that would place a disproportionate burden on lower- REES
m_come prepald customers, forcing them to subsudlze-r-r-*---* -

;\come hlgher-—volume users. S




VII Co"nclusmns | fE |

o 0 'The USF “crIS|s” arises from the failure to adequately assess USF': Eo
- contributions on all carriers, the increased demand for ngh Cost.j R
o _support and waste and fraud in the USF program o

only lncreases as VOIP usage grows)
: Include VOIP (wireline and cable) providers.
0 Adopt pollaes that decrease demand on High-Cost supp ort fur :
N | ® Level playing field by adopting forward- Iookmg cost methodologles for aII'__'j._ R
. o . carriers. | R N
. o Restrlct competitive ETCs to one per market e fff}-:’ﬁ'; S g
e Limit waste and fraud in the USF: - S e




VIII State Regulation of ereless Serwces
'o_ The Rlse of State Regulation

0 Most state regulations, taxes, and fees directly conﬂlct W|th Sect|on
- 332'sprohibitions on regulating the rates/entry of wireless provzders o
. e According to CTIA, state governments introduced 1, 541 pleces of .
| 'Ieglslatlon in 2003 to regulate the wireless industry:. S
®  State “consumer protection” requirements.
o E911 fees

o ;f“consumer protection” requirements, fees, and taxes (espeually to
e :_;;_prepald wnreless operators) threatens Congress’ mtentlons f_or":;a




IX Preemptlon of State Regulatlon

0 Federal Preemptlon is necessary to protect the W|reless

1 serV|ces (VOIP broadband). ' e
e __-The FCC correctly preempted state regulatlon of VOIP and

" _-"ffbeneflts for the wireless marketplace: =
- e Lower prices for aII customers (mcludlng Iower—mcome)

|| I8

customers

l\\'%’ Mo hll ’\ Edve switkont x wlar.
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